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The  Association  Accounting  System,  issued  in  1925,  gave  the 
industry  a  sound  procedure  for  obtaining  detail  manufacturing 
costs  and  outlined  a  basis  for  obtaining  per  gallon  distribution 
costs.  Since  that  time  many  radical  changes  in  distribution 
methods  and  policies  and  more  intense  competition  have  made  per 
gallon  distribution  costs  inadequate  for  present-day  needs. 

To  many  in  the  industry  the  need  for  a  different  type  of  distri- 
bution costs  has  been  apparent  for  the  past  few  years  with  in- 
creasing clearness.  It  has  been  the  basis  for  many  addresses  at 
conventions.  At  the  Cleveland  convention  in  October,  1928,  the 
Cost  Council  adopted  the  following  resolution : 

"Whereas,  It  appears  to  be  the  concensus  of  opinion  of  the 
members  of  this  Association  that  one  of  the  big  problems  confront- 
ing our  industry  is  the  determination  of  the  cost  of  service  to  vari- 
ous sice  customers,  and  the  effect  upon  price  structure  of  such 
cost;  therefore,  be  it 

"Resolved,  That  this  accounting  section  go  on  record  as  favoring 
the  continued  study  of  this  subject  by  both  the  Accounting  Bureau 
and  the  Cost  Council  and  also  advocate  the  presentation  of  tliis 
problem  in  future  program  material." 

At  the  Toronto  convention  in  October,  1929,  the  Cost  Council 
again  adopted  a  resolution  on  the  subject  of  distribution  costs.  It 
follows : 

"Be  it  Resolved,  That  the  members  of  the  Cost  Council  appre- 
ciate and  offer  their  thanks  to  the  officers  and  directors,  and  espe- 
cially to  Mr.  Paul  B.  Beck  and  Mr.  O'Xcal  M.  Johnson,  and  to 
the  chairmen  and  members  of  the  various  committees  far  the  time 
they  have  so  generously  given  to  accomplish  the  duties  assigned  to 
them  and  to  the  speakers  that  have  made  this  a  most  successful 
meeting." 

"It  is  recommended  that  the  research  work  be  continued,  espe- 
cially to  work  out  a  method  to  ascertain  the  detailed  cost  of 
customers'  service  along  the  lines  of  the  talk  presented  to  the 
convention  by  our  Executive  Secretary,  Mr.  Fred  Rasmusscn." 

Air.  Johnson,  in  charge  of  our  Accounting  Bureau,  has  spent 
considerable  time  studying  and  investigating  methods  of  obtaining 
distribution  costs  in  the  ice  cream  industry  and  also  in  other  in- 
dustries.   He  believes  that  of  all  the  methods  now  in  use  the  one 
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explained  in  this  booklet  will  give  the  ice  cream  manufacturer  the 
costs  he  needs  with  the  least  possible  expenditure  of  time  and 
money. 

Individual  customers  costs  may  be  put  to  many  uses  but  the 
development  of  a  quantity  discount  schedule  appears  to  be  the 
most  logical  and  apparent  use  to  which  they  may  be  put.  There- 
fore, while  the  primary  purpose  of  this  booklet  is  to  instruct  the 
ice  cream  manufacturer  in  getting  the  service  and  delivery  costs 
of  the  various  classes  of  dealers,  instructions  are  also  included  for 
setting  up  a  quantity  discount  schedule  as  an  illustration  of  how 
such  costs  may  be  used. 

This  treatise  is  a  technical  exposition  of  how  to  obtain  costs  of 
serving  and  delivering  various  classes  of  dealers.  It  is  written  as 
a  supplement  to  the  Association  Accounting  System  and  it  is  ex- 
pected that  it  will  be  used  primarily  by  accountants  and  those  in 
charge  of  the  delivery  of  ice  cream  and  the  servicing  of  dealers. 

Cooperatively  yours, 

International  Association  of  Ice  Cream  Manufacturers 

Fred  Rasmussen, 

Executive  Secretary. 
January,  1932. 
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Distribution  Costs 


The  accounting  manuals  issued  by  this  association  several  years 
ago  dealt  with  the  business  departmentally  and  from  it  we  ob- 
tained the  unit  cost  per  gallon  of  ice  cream.  Further  study  shows, 
that  in  order  to  satisfactorily  determine  selling  prices,  there  is  a 
need  of  getting  the  service  and  delivery  cost  of  the  individual 
dealer,  or  by  classes  of  dealers. 

The  purpose  of  the  following  analysis  is  to  enable  the  ice  cream 
manufacturer  to  obtain  the  cost  of  serving  and  delivering  to  the 
individual  dealer  with  the  minimum  amount  of  effort.  It  is  be- 
lieved that  the  methods  outlined  involve  the  least  amount  of  work 
in  order  to  obtain  the  desired  information. 

Individual  dealer  costs  can  be  put  to  many  uses  in  determining 
sales  policies.  They  would  be  especially  valuable  in  setting  up  a 
quantity  discount  selling  price  schedule.  Therefore  the  procedure 
for  setting  up  such  a  discount  schedule  is  included  following  the 
outline  for  obtaining  dealer  costs. 

Many  guesses  have  been  made  as  to  where  the  line  is  located 
that  marks  the  end  of  profits  and  the  beginning  of  losses,  with 
dealers.  In  only  a  few  cases  has  this  line  been  located  by  any- 
thing more  than  conjecture.  Further,  where  existence  of  such  a 
line  has  been  recognized  the  only  use  to  which  the  recognition  has 
been  put  has  been  to  determine  which  dealers  should  be  sold  and 
which  should  not  be  sold. 

When  the  serving  of  very  small  dealers  is  refused  it  is  recogni- 
tion of  the  principle  that  such  dealers  are  economically  unsound 
in  the  distribution  of  ice  cream.  No  reason  is  apparent  why  this 
principle  should  not  be  followed  to  its  logical  conclusion,  namely, 
that  all  dealers  should  pay  a  reasonable  profit  to  the  manufacturer 
for  serving  them. 

It  follows  logically  that  the  manufacturer  cannot  collect  a  profit 
from  each  dealer  unless  he  knows  the  cost  of  serving  each  dealer. 
It  does  not  follow,  that  dealer  costs  must  be  obtained  in  the  same 
detail  manner  as  production  costs  now  are  obtained  in  the  plant. 
By  maintaining  continuous  departmental  expense  accounts  and 
conducting  annual  or  semi-annual  surveys,  satisfactory  dealer  costs 
can  usually  be  had. 

Companies  who  do  not  have  complete  costs  should  make  ar- 
rangements to  obtain  such  costs  before  starting  the  work  of  setting 
up  a  new  price  structure ;  otherwise,  it  may  be  found  that  most  of 
the  work  will  have  to  be  repeated.  Companies  who  do  not  have 
their  costs  or  an  up-to-date  distribution  of  their  expenses  depart- 

[5] 


mentally  may  submit  their  individual  problems  to  the  Accounting 
Bureau  of  the  International  Association  of  Ice  Cream  Manufac- 
turers and  be  advised  on  how  they  may  obtain  them. 

Many  companies  may  find  that  it  is  possible  to  make  a  reduction 
in  manufacturing  expenses.  From  the  expense  comparisons  of 
this  association,  it  appears  that  nearly  every  ice  cream  manufac- 
turer can  make  a  substantial  reduction  in  his  distribution  expense. 

The  distribution  system  (selling,  advertising,  delivery  and  cus- 
tomers' service)  is  usually  the  part  of  the  business  that  manage- 
ment dislikes  most  to  disturb.  This  is  because  changes  in  the  plant 
affect  only  the  individual  company  while  in  the  distribution  system 
one  is  always  faced  with  the  problem — What  will  be  done  by 
competitors  ? 

Sales  Analyzed 

In  general,  the  ice  cream  manufacturer  sells  two  things,  mer- 
chandise and  service.  The  merchandise  is  usually  the  product 
which  is  manufactured,  namely,  ice  cream,  sherbets,  ices  and  spe- 
cialties, such  as  chocolate  bars,  frozen  suckers,  five-cent  cups.  etc. 
Most  manufacturers  also  sell  some  merchandise  which  has  been 
purchased  for  sale,  such  as  pails,  spoons,  dippers,  dishers.  etc. 

The  volume  of  transactions  in  the  sale  of  merchandise  pur- 
chased for  sale  is  ordinarily  very  small,  in  many  cases  less  than 
one  per  cent  of  the  sales.  Further,  the  sales  are  made,  not  with 
the  hope  of  making  a  profit,  but  rather  with  the  thought  of  ren- 
dering a  service  to  dealers  and  making  such  service  as  near  self- 
supporting  as  possible.  Because  of  this  no  consideration  will  be 
given  to  the  transactions  arising  through  the  sale  of  merchandise 
purchased  for  sale  while  discussing  the  principles  involved  in  ob- 
taining individual  customer  costs. 

Should  an  ice  cream  manufacturer  be  in  the  jobbing  business 
on  anything  like  a  large  scale,  it  is  recommended  that  this  phase 
of  his  business  be  handled  departmentally.  as  described  in  the 
Association  Accounting  System  for  Ice  Cream  Manufacturers, 
issued  by  the  International  Association  of  Ice  Cream  Manufac- 
turers. When  this  is  done,  the  cost  of  this  phase  of  the  business 
can  be  separated  from  the  costs  having  to  do  only  with  the  ice 
cream  business. 

Many  ice  cream  manufacturers  also  sell  other  dairy  products. 
These  may  be  processed,  manufactured,  or  jobbed  but  in  any  or 
all  of  these  cases  the  costs  which  have  to  do  with  these  products 
should  be  separated  from  the  distribution  costs  of  the  ice  cream 
as  well  as  from  the  manufacturing  and  processing  costs.  The 
best  method  of  obtaining  this  separation  is  through  the  principles 
outlined  in  the  Association  Accounting  System.  In  this  analysis 
all  discussion  will  be  based  on  the  assumption  that  these  principles 
of  separation  have  been  followed. 

The  service  which  is  sold  the  dealer  is  of  two  kinds :  one  kind 
is  optional  service  and  the  other  is  not  optional.     The  optional 
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service  is  that  which  the  dealer  can  obtain  from  the  manufacturer, 
do  without,  or  furnish  himself,  as  he  desires.  Under  this  heading 
should  be  placed  the  use  of  a  mechanically  refrigerated  cabinet, 
ice  and  salt  furnished,  extension  of  credit,  special  deliveries,  and 
any  service  not  always  or  usually  furnished,  such  as  loaning  elec- 
tric signs  or  other  expensive  equipment. 

The  service  that  is  not  optional  includes  delivery  and  the  time 
of  deliveryman  spent  at  the  dealer's  place  of  business,  except  the 
time  used  to  pack  the  ice  cream  with  ice  and  salt.  This  type  of 
service  is  discussed  beginning  on  page  11. 

Charges  for  Service 

The  principle  recommended  to  care  for  the  optional  class  of 
service  is  that  a  charge  be  made  for  it,  not  a  charge  per  gallon  of 
ice  cream,  but  a  charge  for  the  service  itself.  Only  when  the  per 
gallon  of  ice  cream  basis  is  the  only  equitable  one  upon  which  to 
make  the  charge  should  it  be  resorted  to. 

Cabinet  Rentals 

A  rental  charge  can  be  made  for  the  use  of  a  cabinet  and  in 
many  places  has  been  done  successfully.  The  dealer  will  probably 
demand  from  the  manufacturer  and  receive  free  service  on  his 
cabinet  whether  he  owns  it  or  rents  it  from  the  manufacturer. 
Therefore,  it  is  recommended  that  in  setting  the  rental  charge  all 
elements  of  cabinet  cost,  except  depreciation,  be  eliminated.  Some 
manufacturers  may  feel  that  interest  on  investment  should  also  be 
included,  whether  or  not  service  expense  is  included.  Rather  than 
discuss  the  propriety  of  this  theory,  it  is  pointed  out  that  the 
majority  of  manufacturers  will  not  include  interest  on  investment 
as  an  element  of  cost  and  therefore,  the  manufacturer  who  does 
include  interest  will  not  have  costs  that  are  comparable  with  those 
of  his  competitors. 

It  is  possible  to  make  the  rental  charge  in  several  different  ways. 
The  manufacturer  who  is  interested  in  renting  the  cabinets  to  the 
dealer  at  the  amount  which  represents  nearest  to  the  actual  cost 
would  probably  want  to  charge  a  weekly  or  monthly  rental.  This 
amount  would  be  determined  by  dividing  the  annual  depreciation 
cost  by  the  number  of  weeks  or  months  over  which  the  cost  is  to 
be  collected.  Thus,  if  the  cabinet  depreciation  was  $40.00  per 
year  and  it  was  desired  to  obtain  the  rental  in  twenty  summer 
weeks,  the  rental  charge  collected  from  the  dealer  would  be  $2.00 
per  week. 

In  some  cases  it  is  felt  that  the  rental  can  only  be  collected  when 
charged  for  on  a  gallonage  basis.  In  many  respects,  this  method 
is  not  so  satisfactory  as  the  weekly  or  monthly  rental  because  the 
amount  which  will  be  collected  cannot  be  determined  exactly.  If 
the  per  gallon  charge  is  to  be  made  for  a  total  of  $40.00  deprecia- 
tion and  it  is  estimated  the  dealer  will  purchase  1,000  gallons  of 
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ice  cream  during  the  year,  four  cents  per  gallon  should  be  added 
to  the  price  he  pays  for  his  ice  cream. 

All  calculations  in  this  discussion  are  based  on  the  dealer  paying 
a  rental  (either  per  year  or  per  gallon)  for  cabinets  owned  by  the 
manufacturer.  When  the  dealer  owns  his  own  cabinet  such  a 
rental  will  not  be  assessed  and  it  will  not  therefore  be  necessary 
to  grant  a  discount  to  dealers  owning  their  own  cabinets. 

The  combination  of  the  cabinet  rental  with  the  quantity  discount 
schedule  will  be  discussed  in  more  detail  beginning  on  page  29. 

Icing  Charge 

Although  the  use  of  ice  and  salt  is  decreasing  rapidly,  it  is  still 
an  important  part  of  cost,  especially  in  some  parts  of  the  country. 
It  is  recommended  that  a  weekly  or  monthly  charge  be  made  for 
this  service.  Such  a  charge  should  be  based  on  the  cost  of  this 
service  for  different  size  cabinets. 

Ice  and  Salt  Cost 

The  cost  of  the  ice  and  salt  for  each  cabinet  hole  may  be  easily 
determined  by  weighing  the  ice  and  the  salt  held  in  a  bucket  and 
then  counting  the  buckets  full  used  in  a  number  of  cabinets.  When 
the  quantity  used  is  determined  the  cost  per  hole  can  be  figured. 
Care  should  be  exercised  that  this  cost  is  a  fair  average  for  the 
year.  The  average  cost  of  ice  and  salt  per  cabinet  hole  or  per 
year  thus  determined  can  be  used  without  refiguring  it  until  a 
change  in  costs  or  in  policy  makes  another  calculation  seem  neces- 
sary. 

Other  Icing  Costs 

In  addition  to  the  ice  and  salt  cost,  the  cost  of  the  truck  driver's 
time  required  to  carry  in  the  ice  and  salt  and  pack  the  cabinet 
should  also  be  determined. 

On  pages  14  and  15  is  a  description  for  determining  the  stopping 
time  and  running  time  of  trucks.  To  determine  the  time  for  ice  and 
salt  service  the  stopping  time  would  be  divided  into  two  parts,  one 
part  for  time  required  by  ice  and  salt  service,  and  the  other  part 
for  the  remaining  stopping  time.  When  a  stop  is  made  for  the 
sole  purpose  of  icing  the  cabinet  the  total  stopping  time  should  be 
classed  as  ice  and  salt  service  (also  see  Form  1,  page  14,  columns 
5  and  6).  The  procedure  for  determining  the  cost  from  the  in- 
formation just  mentioned  is  described  on  page  20  and  illustrated 
in  Form  2  on  page  19. 

Carrying  ice  and  salt  on  a  truck  for  the  convenience  of  the 
dealer  necessitates  a  much  larger  truck  than  is  required  when  no 
ice  and  salt  is  carried.  Since  the  size  of  the  truck  governs  its  cost 
of  operation  the  additional  trucking  cost  should  be  considered  as 
part  of  the  ice  and  salt  service  cost. 

From  the  two  costs,  ice  and  salt  cost  and  ice  and  salt  service 
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cost,  should  be  determined  the  amount  of  the  weekly  or  monthly 
charge  for  this  service. 

Charge  for  Credit  or  Discount  for  Cash 

The  extension  of  credit  is  another  service  which  ice  cream  man- 
ufacturers give,  although  it  often  proves  costly.  Two  very  excel- 
lent talks  on  credit  costs  have  been  given  before  Cost  Council 
meetings,  one  by  F.  T.  McCue,  of  the  J.  M.  Horton  Ice  Cream 
Company,  Inc..  Xew  York.  X.  Y..  at  the  Toronto  convention:  and 
one  by  R.  C.  Hamlin,  of  the  Anheuser-Busch  Company.  Inc..  New 
York,  N.  Y.,  at  the  1931  Eastern  District  Cost  Council  Meeting. 
It  is  recommended  that  these  addresses  he  read. 

A  large  portion  of  the  dealers  served  by  most  ice  cream  manu- 
facturers pay  cash.  In  practically  every  case,  should  all  of  the 
cash  customers  choose  to  do  business  on  a  credit  basis  the  costs 
of  the  manufacturer  would  increase.  Why.  then,  should  a  charge 
not  be  made  for  this  service?  A  charge  for  credit  is  recommended 
rather  than  a  discount  for  cash,  because  it  is  felt  that  fewer  dealers 
will  object  to  such  a  charge  than  would  try  to  take  an  unfair 
advantage  of  a  cash  discount.  Another  reason  for  charging  for 
credit  rather  than  giving  a  discount  for  cash  is  that  many  of  the 
customers  who  are  unprofitable  already  are  on  a  cash  basis.  Any 
discount  given  would  further  decrease  the  income  from  them. 

From  the  theoretical  standpoint  credit  is  a  service  which  should 
be  charged  for,  rather  than  rewarded  by  a  discount  for  paying 
cash.  When  such  a  charge  is  made,  the  manufacturer  is  reo  >g- 
nizing  the  principle  that  the  sale  and  delivery  of  ice  cream  is  the 
real  aim  of  the  business  and  that  other  services,  such  as  credit, 
increase  the  cost  of  doing  business.  Eliminating  the  cost  of  such 
services  from  the  base  price  reduces  the  base  price  to  an  amount 
representing  only  the  cost  of  ice  cream  and  delivery  plus  profit. 

Computing  Credit  Costs 

The  items  that  should  be  considered  in  computing  credit  costs 
are : 

Salary  of  billing  and/or  accounts  receivable  clerk  ...(not  average) 
Depreciation   and   upkeep   of    billing   or   bookkeeping 

machines (not  average) 

Collectors'  salaries — if  any  in  addition  to  salesmen  ..(not  average) 
Reduction  in  printing  of  billheads,  envelopes,  and  cost 

of  postage (not  average) 

Average  bad  debts  per  year.  A  five-year  average 
should  be  used  for  this  and  eliminate  any  excep- 
tional losses  which  probably  will  not  recur. 

The  total  of  all  of  these  costs  should  he  obtained  for  one  year 
(or  the  average  for  one  year)  and  divided  by  the  total  number  of 
gallons  which  were  sold  for  credit  only  for  the  same  period.  The 
number  of  gallons  sold  for  cash  should  not  be  included  to  get  the 
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cost  of  credit  per  gallon.  The  cost  per  gallon  of  extending  credit 
should  then  be  used  to  determine  the  charge  per  gallon  which  will 
be  made  for  the  extension  of  credit. 

Special  Deliveries 

In  special  deliveries  is  found  a  somewhat  different  problem 
from  most  services.  With  a  business  of  the  nature  of  the  ice 
cream  business  some  special  delivery  is  imperative.  Much  of  the 
special  delivery  service  now  rendered,  though,  is  entirely  unneces- 
sary and  is  caused  by  the  dealer  taking  advantage  of  something 
that  is  easy  to  get. 

In  almost  every  case  special  deliveries  are  so  expensive  that  it 
does  not  seem  practicable  to  try  to  collect  their  full  cost  through  a 
surcharge.  Rather,  it  seems  advisable  to  make  a  nominal  charge 
of  25  cents  or  50  cents  a  delivery  regardless  of  quantity.  Such  a 
charge  it  is  felt  will  eliminate  practically  all  of  the  unnecessary 
special  deliveries  and  yet  not  work  a  hardship  on  the  dealer  who 
actually  needs  special  deliveries  occasionally. 

The  elimination  of  unnecessary  special  deliveries  will  mean  quite 
a  substantial  saving  in  operating  costs  to  most  manufacturers. 

Unusual  Services 

By  "unusual  services"  is  meant  those  services  which  are  not 
prevalent  throughout  the  country  even  though  they  may  be  found 
in  some  sections  of  the  country.  Under  this  heading  would  come 
loaning  and  giving  equipment,  such  as  expensive  electric  signs, 
soda  fountains,  etc.  Also  furnishing  a  sign  painter  to  paint  special 
signs  on  dealers'  windows  and  various  other  services  of  this  na- 
ture, mainly  advertising  in  which  the  dealer  rather  than  the  manu- 
facturer is  featured. 

Advertising  is  important  and  no  one  believes  more  in  its  value 
than  does  your  association,  but  when  advertising  material  such  as 
expensive  signs  or  services  as  painting  signs  on  windows  is  fur- 
nished the  dealer  and  in  which  little  or  no  mention  is  made  of  ice 
cream,  it  is  felt  that  the  dealer  should  pay  the  cost  of  the  service 
rendered.  Only  by  keeping  such  costs  out  of  the  base  price  of 
ice  cream  will  the  manufacturer  be  able  to  continuously  meet  va- 
rious kinds  of  present-day  competition  successfully. 

When  such  service  is  furnished  the  dealer  should  pay  its  total 
cost  at  once  or  a  charge  similar  to  that  for  mechanical  cabinet 
rentals  or  ice  and  salt  service  should  be  made. 

The  Quantity  Discount  Schedule 

With  the  optional  class  of  service  disposed  of,  there  still  remains 
the  service  that  is  not  optional,  the  cost  of  which  usually  makes  up 
a  considerably  larger  part  of  the  total  cost  than  does  the  optional 
service. 
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It  is  a  recognized  fact  that  where  one  price  is  charged  to  all,  the 
larger  dealer  not  only  pays  his  share  of  the  profit  but  also  offsets 
some  of  the  loss  incurred  by  the  small  dealer.  This  situation  places 
the  ice  cream  manufacturer  in  a  poor  position  to  meet  intelligent 
and  aggressive  competition. 

To  meet  such  competition,  it  is  recommended  that  the  manufac- 
turer charge  for  optional  services  as  just  outlined  and  include  in 
his  price  structure  a  quantity  discount  plan  based  on  the  cost  of 
serving  different  classes  of  dealers.  Such  a  discount  plan  will  do 
much  toward  causing  each  dealer  to  pay  his  proportionate  share  of 
profit.  When  this  has  been  accomplished  the  manufacturer  knows 
that  unless  his  competitors  can  manufacture  and  operate  more 
cheaply  than  can  he,  any  price  cutting  below  his  schedule  means 
either  sacrificing  profit  or  selling  at  a  loss. 

Getting  Dealer  Costs 

Principles  Involved 

Since  the  purpose  of  a  discount  schedule  is  to  make  possible 
deriving  profit  from  each  class  of  dealers  it  follows  that  unless  the 
dealers  are  arranged  in  proper  classes  to  permit  this,  the  whole 
plan  will  fail. 

The  difference  in  cost  of  serving  dealers  is  the  reason  for  sepa- 
rating them  into  classes.  Therefore,  it  follows  that  the  difference 
in  cost  of  serving  should  be  the  measuring  stick  by  which  they  are 
separated.    A  difference  in  cost  of  serving  may  be  caused  by : 

1.  Furnishing  and  maintaining  different  types  of  equipment,  which 

has  already  been  discussed. 

2.  Selling  for  cash  or  credit,  which  has  been  considered. 

3.  Effect   of   different  methods   of   delivery   and   different   types   of 

equipment  on  the  actual  delivery  cost. 

Effect  of  Quantity  on  Distribution  Costs 

The  difference  in  cost  brought  about  by  the  effect  of  different 
methods  of  delivery  and  different  types  of  equipment  on  the  de- 
livery cost  is  caused  mainly  by  the  amount  of  deliverymen's  time 
required  by  each  method  of  delivery  or  equipment,  to  service  the 
equipment  and  deliver  ice  cream.  The  amount  of  deliveryman's 
time  required  is  affected  by: 

1.  What  system  of  delivery  is  followed — peddle,  call  order,  special 

including  "hot  shot,"  or  shipping. 

2.  Different  types  of  cabinets  or  equipment  furnished — mechanical, 

cartridge,  ice  and  salt,  solid  CO2. 

3.  Difference  in  amount  of  ice  cream  delivered. 

Length  of  Delivery  Routes 

The  different  distances  from  the  plant  to  the  dealers'  places  of 
business  are  omitted  here  because  this  discussion  is  based  on  the 
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supposition  that  all  such  distances  shall  be  reasonable.  When  such 
is  the  case,  no  one  dealer  should  be  penalized  simply  because  he  is 
located  farther  from  the  plant  than  is  another.  The  problem  of 
how  far  ice  cream  may  profitably  be  trucked  is  entirely  different 
from  that  of  a  quantity  discount  and  must  be  solved  in  an  entirely 
different  manner.     (See  page  15.) 

Other  Factors  Affecting  Distribution  Costs 
Since  the  peddle  system  of  delivery  is  used  so  much  more  exten- 
sively than  any  other  system,  only  this  system  will  be  considered 
for  the  present. 

It  is  possible  that  some  manufacturers  may  want  to  obtain  more 
detailed  information  than  has  been  provided  for  under  types  of 
cabinets  used.  It  would  seem,  though,  that  when  provision  has 
been  made  for  classes  according  to  the  type  of  refrigeration  used, 
it  would  be  sufficient.  In  this  discussion. the  prime  object  is  what 
effect  the  equipment  will  have  on  the  delivery  system.  Whether 
the  ice  and  salt  will  be  packed  at  the  curb  or  in  the  store  when 
translated  into  driver's  time  is  not  so  important  as  whether  the 
driver  will  have  to  take  the  time  to  pack  ice  and  salt,  or  simply 
deliver  ice  cream.  Likewise,  whether  cabinets,  fountains,  or  some 
other  type  of  equipment  is  used  is  unimportant  when  considering 
solely  their  effect  on  the  delivery  system. 

Referring  back  to  the  difference  in  delivery  cost,  we  find  that  in 
order  to  properly  separate  dealers  into  classes,  so  that  the  dealers 
in  each  class  will  have  a  unit  delivery  cost  of  nearly  the  same 
amount  in  each  case,  they  should  be  separated  in  the  order  of  the 
effect  on  the  delivery  costs  listed  on  page  11.  The  first  separation 
would  be  into  dealers  who  receive  their  ice  cream  through : 

1.  Shipping. 

2.  Call  Order  System  of  Delivery. 

3.  Peddle  System  of  Delivery. 

4.  Any  whose  ice  cream  is  delivered  only  by  special  delivery. 

The  equipment  of  dealers  to  whom  ice  cream  is  shipped  would 
naturally  not  have  any  effect  on  the  deliveryman's  time  required 
to  service  and  deliver. 

The  equipment  of  dealers  under  2,  3,  and  4  foregoing,  will  affect 
the  time  of  the  deliveryman  required  to  service  and  deliver.  There- 
fore, the  dealers  in  each  one  of  these  classifications  should  again 
be  divided  into  the  following  classes.  Those  who  use  (either  own, 
borrow  or  lease)  : 

1.  Ice  and  Salt  Cabinets. 

2.  Cartridge  Cabinets. 

3.  Solid  CO2  Cabinets. 

4.  Mechanically  Refrigerated  Cabinets. 

Classifying  Dealers 

After  these  separations  are  made,  any  manufacturer  having  all 
of  these  systems  of  delivery  and  each  kind  of  equipment  men- 
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tioned  would  have  thirteen  classes  of  dealers.  Practically,  how- 
ever, the  average  manufacturer  would  likely  have  only  one  or  two 
and  not  over  four  classes,  namely: 

1.  Peddle  system  with  mechanical  cabinets. 

2.  Peddle  system  with  ice  and  salt  cabinets. 

3.  Peddle  system  with  cartridge  cabinets. 

4.  Shipping  customers,  regardless  of  kind  of  cabinet. 

Many  manufacturers  who  now  have  two  or  three  types  of  cabi- 
nets do  not  have  a  large  number  of  each  type  but  rather,  most  of 
their  cabinets  are  of  only  one  or  not  over  two  types.  In  order  to 
illustrate  further  the  principles  involved  in  obtaining  the  delivery 
and  customers'  service  cost  per  dealer,  it  will  be  assumed  that  the 
above  four  classes  of  dealers  are  the  only  classes  that  the  manu- 
facturer in  question  has. 

The  dealers  of  each  class  should  then  be  grouped  together  and 
each  class  listed  separately  on  sheets  of  paper  separated  into  col- 
umns and  headed  as  is  illustrated  in  Form  1.  List  dealers  in  the 
order  of  their  size,  measured  by  the  number  of  gallons  purchased 
per  year. 

How  to  Determine  Dealer  Size 

It  is  highly  important  that  a  fair  average  gallonage*  be  used  for 
each  dealer.  For  the  average  dealer,  not  one  who  is  constantly 
growing  or  one  who  is  constantly  selling  less  each  year,  but  the 
average  dealer  of  which  most  of  the  business  is  composed,  the  best 
method  of  determining  a  fair  average  gallonage  would  be  to  take 
the  total  number  of  gallons  sold  over  a  three-  or  five-year  period 
and  divide  by  the  number  of  years  taken. 

This  is  not  always  possible  and  where  it  is  necessary  to  estimate 
a  dealer's  fair  average  gallonage  from  only  one  year's  business, 
care  must  be  taken  to  put  the  proper  value  on  that  year.  If  it  is 
an  abnormal  year,  either  abnormally  large  or  abnormally  poor,  that 
must  be  taken  into  consideration  and  the  dealer's  gallonage  for 
that  year  adjusted  either  up  or  down.  In  other  words,  judgment 
must  be  used  in  fixing  the  fair  average  gallonage  of  a  dealer. 

In  some  cases  even  a  three  or  five-year  average  may  not  be  rep- 
resentative of  an  average  year.  This  might  come  about  through 
including  in  the  period  several  years  which  were  affected  adversely 
by  poor  weather  or  poor  economic  conditions  or  conversely  by 
extremely  favorable  conditions. 

Classifying  Dealers  As  to  Size 

Form  1  illustrates  the  most  convenient  method  of  listing  and 
grouping  the  dealers.  The  time  shown  in  column  No.  5  of  Form  1 
will  give  the  key  to  the  classes  into  which  the  dealers  should  be 
divided.     The  classes  by  sizes  of  dealers  should  be  separated  by  a 

*  Gallonage  as  used  above  means  total  of  bulk,  package  and  specialties  ex- 
pressed in   gallons. 
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reasonable  variation  in  the  time  of  stopping.  In  no  case  should 
this  separation  be  made  for  classes  involving  a  variation  of  less 
than  one  minute.  The  time  of  course  will  be  regulated  to  some 
degree  by  the  cost  of  making  the  stop. 

In  column  No.  1  of  Form  1  should  be  entered  the  name  of  each 
dealer  in  the  particular  group,  in  this  case  we  will  assume  the 
group  is  the  peddle  system  with  mechanical  cabinets.  Enter  first 
the  smallest  dealer  and  last  the  largest,  with  the  others  in  between 
in  the  order  of  their  size. 

In  column  No.  2  enter  the  fair  average  gallonage  of  the  dealer 
for  one  year. 

In  column  No.  3  enter  the  estimated  number  of  deliveries  per 
year.  It  is  highly  important  that  the  number  of  deliveries  be  esti- 
mated with  as  much  care  as  is  given  to  the  estimated  gallonage. 
If  the  number  of  deliveries  for  only  one  year  is  used,  care  must 
be  exercised  to  determine  that  it  is  a  normal  vear.     Delivery  as 


Form  1 

■ 

1 

Dealer's 

Name 

2 

Estimated 
Gallonage 
Per  Year 

3 

Estimated 

Number  of 

Deliveries 

Per  Year 

4 

No.  of 
Gallons 

Per 
Delivery 

5 
Minutes 
Truck 
Stopping 
Time  Per 
Delivery 

6* 
Minutes 
Truck 
Running 
Time  Per 
Delivery 

7 

Total 

Time 

Per 

Delivery 

*  The   amounts   in   column   6   should   be   the   average    running-   time   for   all   customers, 
not  each   individual   customer. 

See   also   explanation  of   term    "delivery"   in   explanation   of    column   Xo.    3,   following. 

used  here  means  stops  rather  than  strictly  delivery.  The  time  of 
stopping  when  no  sale  is  made  as  well  as  the  number  of  such  stops 
should  be  included  as  though  deliveries  were  made.  The  number 
of  gallons  per  delivery,  No.  4,  would  then  be  the  number  of  times 
per  truck  stop.  Stop  is  not  used  here  because  of  its  dual  meaning 
in  the  ice  cream  industry. 

In  column  No.  4  will  be  entered  the  average  number  of  gallons 
of  ice  cream  left  with  the  dealer  each  delivery.  This  amount  will 
be  obtained  by  dividing  the  amount  in  column  No.  2  by  the  amount 
in  column  No.  3. 

Enter  in  column  No.  5  the  number  of  minutes  the  truck  must 
stop  in  order  to  deliver  ice  cream  and  service  the  dealer.     There 
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is  only  one  way  in  which  this  may  he  accurately  determined  and 
that  is  by  some  one  who  can  be  depended  upon  riding  the  routes 
and  timing  the  stops  with  a  stop  watch.  It  is  recommended  that 
an  accountant  or  some  one  accustomed  to  dealing  impartially  with 
facts  and  figures  be  given  this  task. 

To  determine  the  minutes  of  truck  running  time  an  average 
figure  should  be  used.  The  total  running  time  (not  including  time 
while  the  truck  has  stopped  to  serve  dealers)  should  be  determined 
and  this  time  divided  by  the  number  of  stops  made.  This  will  give 
the  average  truck  running  time  per  delivery.  It  is  true  that  it 
requires  the  truck  longer  to  reach  some  dealers  than  it  does  others, 
but,  within  reason,  this  difference  should  not  be  considered  in 
such  a  survey  as  this  one.  To  determine  how  far  a  truck  may  go 
to  profitably  deliver  ice  cream  is  a  problem  that  should  be  dealt 
with  separately  by  the  manufacturer  interested  in  a  solution  to  it. 
It  is  generally  conceded  that  in  order  to  profitably  keep  the  ice 
cream  plant  employed  the  product  must  be  delivered  to  all  the  ter- 
ritory within  a  certain  radius  of  the  plant.  Many  different  factors 
enter  into  the  determination  of  this  territory,  but  for  these  pur- 
poses, its  determination  will  not  be  discussed.  Since  this  territory 
must  be  covered,  it  is  only  fair  that  no  dealer  within  its  limits 
should  be  penalized  because  he  is  located  farther  from  the  plant 
than  is  another. 

The  "Total  Time  per  Delivery,"  column  No.  7,  will  be  deter- 
mined by  adding  the  amounts  in  columns  Nos.  5  and  6.  The  sum 
of  the  two  should  then  be  entered  in  column  No.  7. 


Summary  of  Form  1 


When  the  compilation  of  this  schedule  has  been  completed,  the 
first  section  of  the  work  of  determining  delivery  and  customers 
service  costs  by  classes  of  dealers  will  have  been  completed.  The 
formula  will  have  been  obtained  by  which  the  costs  may  be  applied. 
It  is  of  the  greatest  importance  that  this  formula  be  correct.  // 
there  is  any  place  where  the  work  of  compiling  the  amounts  con- 
tained in  Form  1  has  been  influenced  by  any  factor  except  a  desire 
to  obtain  and  record  facts  impartially,  the  amounts  in  this  place 
should  be  corrected  before  any  further  work  is  done. 

It  is  recommended  that  when  the  work  is  completed  to  this 
point,  a  careful  review  be  made  of  everything  done  thus  far  in 
order  to  be  sure  that  no  changes  may  be  necessary  later.  Changes 
made  in  the  work  thus  far  completed,  if  made  before  any  further 
work  is  done,  will  not  require  much  time.  If  a  change  is  made  in 
this  section  of  the  work  after  the  costs  are  applied  it  will  mean 
that  a  very  large  amount  of  refiguring  and  correction  will  be 
necessary. 

The  information  contained  on  Form  1  was  obtained  so  that  a 
formula  would  be  had  by  which  certain  expenses  might  be  applied 
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to  certain  dealer  groups.  These  groups  are  obtained  on  the  basis 
of  the  ice  cream  each  group  purchases.  Before  the  next  step  in 
obtaining  costs  by  classes  of  dealers  is  explained  certain  definitions 
will  be  given  and  what  is  meant  when  certain  classes  of  expenses 
are  mentioned  will  be  explained. 

In  setting  up  the  costs  of  operation  with  the  idea  of  determining 
a  new  price  structure,  it  should  be  remembered  that  many  econo- 
mies can  be  effected  through  reduced  expenses  and  these  reduced 
expenses  should  be  reflected  in  the  figures  used.  It  is  important 
that  the  figures  on  such  economies  be  determined  impartially. 
Never  allow  undue  optimism  or  conservatism  to  affect  them. 
There  is  no  substitute  for  sound  judgment  when  estimates  are 
being  made  on  what  economies  can  be  effected.  It  will  be  found 
that  there  are  some  costs  about  which  nothing  is  known  and  when 
such  is  the  case  judgment  is  the  only  thing  upon  which  the  esti- 
mates can  be  based.  Always  make  complete  estimates  of  any  dif- 
ferences in  cost  because  of  new  equipment  which  may  be  installed. 

Explanations  and  Definitions 

1.  Average  Cost  of  Materials  and  Products:  This  means  a  fair 
average  cost  of  ingredients  of  ice  cream  over  a  period  of  years. 
Because  of  the  fact  that  it  is  impossible  for  any  one  to  foretell  far 
in  advance  what  the  cost  of  butterfat,  sugar,  milk  solids,  etc.,  may 
be  the  average  cost  over  a  period  of  five  years  is  recommended. 
This  price  should  be  figured  on  your  present  formula  of  mix  and 
present  overrun  or  on  the  formula  and  overrun  you  expect  to  use. 
In  figuring  the  average  price,  it  is  not  safe  to  take  into  considera- 
tion only  the  past  book  figures  of  cost  and  the  gallons  made,  with- 
out considering  the  effect  of  changes  in  formula  and  overrun. 

2.  Manufacturing  Expense :  This  expense  should  be  estimated 
on  the  basis  of  what  appears  likely  and  not  on  the  basis  of  past 
experience.  In  other  words,  this  figure  should  take  into  considera- 
tion not  only  the  economies  in  manufacture  that  have  been  ef- 
fected but  also  those  that  will  be  effected  in  the  near  future. 

3.  Delivery  and  Selling  Expense  consists  of : 

A.  Trucking   Cost:    which  embodies   all   costs   in  connection  with 

trucking  ice  cream,  including  drivers'  salaries   (listed  later). 

B.  Special  Delivery   Cost :    which  includes  the  remainder  of   spe- 

cial delivery  costs  after  any  revenue  because  of  special 
delivery  is  eliminated.  This  may  also  be  included  under 
3-A,  Trucking  Costs. 

C.  Miscellaneous :     distributed   on   gallonge   basis    (see   page   20) 

includes : 

1.  Shipping  floor  labor,  depreciation,  etc. 

2.  Delivery  supervision. 

3.  Depreciation  and  repairs  to  bulk  and  brick  cans. 

4.  Drivers'  commissions  on  sales  (when  such  a  commission 

is  for  selling  rather  than  delivery). 
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D.     Miscellaneous:    distributed  on  dealer  basis: 

1.  Cabinet  expense,  exclusive  of  depreciation:    Customers 

owning  tbeir   own   cabinets   will   demand  and   receive 
service  on  them. 

2.  Installation  cost,   cabinets :    The   estimated  annual   cost 

of  installation  and  transfers  in  excess  of  the  installa- 
tion charge  collected  or  amount  capitalized. 

3.  Telephone  calls  :    in  connection  with  orders. 

4.  Salary  of  order  clerk. 

Trucking  Cost,  3-A,  would  consist  of : 

Chauffeurs'  Wages    (and  commissions  when  such  commissions  are 

for  deliver)-  rather  than  selling). 
Tires. 
Gasoline  and  Oil  (no  difference  being  made  because  of  refrigerator 

units). 
Miscellaneous  supplies,  licenses,  etc. 
Insurance,  truck,  compensation  on  drivers,  etc. 
Repairs  to  trucks,  garage  equipment,  etc. 
Proportion  of  transportation  department. 

4.  Cabinet  Depreciation :  is  not  included  in  Delivery  Expense 
and  will  be  treated  in  more  detail  later. 

5.  Depreciation  of  Trucks  and  Garages:  These  should  be  the 
amounts  that  will  occur  and  not  past  averages. 

6.  Combination  Trucking  and  Shipping  Dealers :  In  some  cases 
manufacturers  will  have  dealers  to  whom  they  truck  in  the  sum- 
mer and  ship  in  the  winter.  When  this  is  so,  it  will  be  much  easier 
to  add  the  winter  shipping  expense  to  trucking  costs. 

Expenses  Difficult  to  Distribute 

It  is  well  known  that  there  are  some  expenses  (especially  with 
some  companies)  that  cannot  be  equitably  distributed  on  either  a 
gallonage  basis  or  on  a  basis  of  the  number  of  dealers.  Usually 
such  expenses  are  selling  or  advertising  expenses.  Since  the  ex- 
penses making  up  this  group  vary  some  depending  largely  upon 
the  distribution  policies  and  employee  policies  of  the  company,  it 
is  not  deemeed  wise  to  list  them  here. 

The  experienced  accountant  or  executive  will  readily  recognize 
this  quality  and  often  hesitate  for  some  time  trying  to  decide 
whether  gallonage  or  number  of  dealers  is  the  correct  basis.  When 
such  is  the  case  it  is  often  well  to  distribute  expenses  on  a  basis 
that  is  a  combination  of  the  two.  The  following  example  will 
explain  how  this  is  done. 

For  the  purposes  of  illustration  the  following  will  be  assumed 
for  each  gallonage  group  : 

Gallonage  Number  of  Total 

Group  Dealers  in  Gallons  Sold 

Group  in  Group 

1,500                                           104  156,000 

2,000                                             52  104,000 

3,000                                            26  78,000 

Remainder                                         78  37,611 

Totals    260  375,611 
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From  the  foregoing  the  following  percentages  are  obtained : 

Gallonage 

Group 

1,500 

2,000 

3,000 

Remainder 

Totals 100  100 

Combining  the  two  percentages  shown  above  and  dividing  by 
two  will  give  a  percentage  for  each  group  which  will  reflect  equally 
a  distribution  by  gallonage  and  by  number  of  dealers.  The  results 
will  be : 


%  of  Total 

%  of  Total 

Dealers  in 

Gallons  Sold 

Group 

in  Group 

40 

42 

20 

28 

10 

20 

30 

10 

Gallonage 

Total  of  2 

%  Applicable 

Group 

Percentages 

to  Group 

1,500 

82^-2  = 

41 

2,000 

48  -=-  2  =    : 

24 

3,000 

30^2  = 

15 

Remainder 

40^2  = 

20 

Totals    

200  -f-  2  - 

100 

Every  additional  calculation  serves  to  make  more  complications 
and  for  this  reason  the  foregoing  method  of  obtaining  a  basis  of 
distribution  for  expenses  is  recommended  only  when  some  other 
more  simple  basis  is  not  applicable.  Most  expenses  can  be  equita- 
bly distributed  on  either  a  gallonage  or  a  number  of  dealers  basis 
and  these  bases  should  always  be  used  when  possible. 

With  foregoing  explanations  and  definitions  in  mind,  it  will  be 
possible  to  take  up  a  discussion  of  Form  2.  This  form  is  given  as 
the  one  upon  which  it  will  be  the  easiest  to  assemble  the  costs  by 
classes  of  dealers : 

Obtaining  Dealer  Costs  by  Classes 

In  column  1  of  Form  2  should  be  placed  the  various  classes  of 
dealers  by  size.  On  the  form  illustrated  are  listed  certain  classes. 
In  no  case  should  any  manufacturer  accept  these  classes  as  his 
own  unless  the  statistics  gathered  on  Form  1  show  that  these 
classifications  are  correct  for  his  particular  business. 

In  column  2,  Form  2,  should  be  placed  the  number  of  dealers 
in  each  group.  This  number  can  be  obtained  by  counting  the 
dealers  coming  under  each  class  on  Form  1. 

From  Form  1,  column  2,  the  estimated  number  of  gallons  in 
each  group  should  be  obtained  and  the  amount  inserted  in  column 
3,  Form  2.  From  column  3,  Form  1,  get  the  estimated  number  of 
deliveries  in  each  group  and  insert  the  amount  in  column  4, 
Form  2. 
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In  column  5,  Form  2,  insert  the  number  of  gallons  per  delivery. 
This  amount  can  be  obtained  by  dividing  the  amount  in  column  3 
by  the  amount  in  column  4.  It  can  be  further  checked  by  compar- 
ing with  the  various  amounts  in  the  same  class  in  column  4, 
Form  1.  This  comparison  of  the  average  number  of  gallons  per 
delivery  for  the  class  with  the  average  number  of  gallons  per 
delivery  of  the  individual  dealer  gives  a  valuable  check  on  how 
each  dealer  compares  with  the  others  in  his  same  class. 

From  column  5,  Form  1,  obtain  the  total  truck  stopping  time  in 
each  class  and  insert  it  in  column  6,  Form  2.  From  column  6, 
Form  1,  obtain  the  total  truck  running  time  in  each  class  and  insert 
the  amount  in  column  7,  Form  2. 

In  column  8,  Form  2,  put  the  total  truck  time.  This  amount  is 
obtained  by  adding  columns  6  and  7,  Form  2. 

The  information  in  columns  1  to  8  inclusive,  Form  2,  will  then 
be  complete.  It  would  be  well  to  total  columns  2,  3,  4,  6,  7,  and  8. 
Column  5  should  not  be  totaled  but  the  total  of  column  3  may  be 
divided  by  the  total  of  column  4  to  obtain  the  average  gallons  per 
delivery  for  the  entire  plant  or  company. 

In  the  total  space  of  column  9  put  the  total  trucking  cost  as 
described  in  3-a  and  3-b,  Trucking  Cost  and  Special  Delivery  Cost, 
on  page  16.  Dividing  the  total  trucking  cost  by  the  total  trucking 
time  will  give  the  per  minute  trucking  cost,  column  10.  Multiply 
the  per  minute  trucking  cost,  column  10,  by  the  total  trucking  time, 
column  8.  for  each  class  and  the  total  trucking  cost  for  each  class 
will  be  obtained  and  should  be  inserted  on  the  appropriate  line  in 
column  9. 

By  multiplying  the  amounts  in  column  6,  total  truck  stopping 
time,  by  the  per  minute  truck  cost,  column  10.  the  stopping  time 
cost,  column  11,  will  be  obtained.  By  multiplying  the  total  truck 
running  time,  column  7,  by  the  per  minute  trucking  cost,  column 
10.  the  running  time  cost,  column  12,  will  be  obtained.  The  totals 
of  columns  11  and  12  when  added  should  equal  the  total  of 
column  9. 

Distribution  Expenses  Distributed  on  Per  Gallon  Basis 

The  total  delivery  and  selling  expenses  prorated  on  a  per  gallon 
basis  should  be  put  in  the  total  space  of  column  13.  These  ex- 
penses are  Shipping  Floor  Labor,  Depreciation,  etc. ;  Delivery 
supervision ;  Depreciation  and  repairs  to  bulk  and  brick  cans ;  and 
Drivers  commissions  on  sales,  described  on  page  16.  It  will  be 
noticed  that  in  each  case  the  amount  of  these  expenses  applicable 
to  an  individual  customer  would  not  in  any  way  be  affected  by  the 
class  in  which  the  customer  belongs.  It  is  because  of  this  that 
they  are  distributed  on  a  per  gallon  basis.  Divide  the  total  of 
column  13  by  the  total  of  column  3  and  the  cost  per  gallon  will  be 
obtained.  Insert  it  below  the  total  of  column  13.  Multiply  this 
per  gallon  cost  by  the  estimated  gallons  for  each  class,  the  figures 
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in  column  3,  and  insert  in  column  13  the  amount,  for  each  class 
of  customers,  of  the  Delivery  and  Selling  expenses  which  are  pro- 
rated on  a  per  gallon  basis. 

Distribution  Expenses  Distributed  on  Per  Dealer  Basis 

In  the  total  space  of  column  14  insert  the  total  of  the  Delivery 
and  Selling  Expenses  distributed  on  a  dealer  basis.  Xo.  3-d  on 
page  17.  They  are  cabinet  expense,  exclusive  of  depreciation ; 
cost  of  cabinet  changes ;  installation,  telephone  calls,  and  salary  of 
order  clerk.  These  expenses  are  of  such  a  nature  that  they  should 
be  distributed  only  on  the  basis  of  the  dealers.  Neither  a  gallonage 
basis  nor  the  number  of  deliveries  basis  would  be  equitable  for 
them.  Divide  the  total  of  column  14  by  the  total  of  column  2  and 
the  cost  per  dealer  will  be  obtained  for  these  expenses.  Insert  this 
amount  below  the  total"  of  column  14.  Multiply  this  cost  per 
dealer  by  the  number  of  dealers  in  each  class,  from  column  2,  and 
insert  the  cost  of  delivery  and  selling  expense  distributed  on  a 
dealer  basis  for  each  class  in  column  14. 

Add  the  amounts  in  columns  9,  13  and  14  and  insert  the  totals 
(by  classes)  in  column  15.  The  totals  of  columns  9,  13  and  14 
added  should  equal  the  total  of  column  15  after  it  is  added.  The 
amounts  will  be  the  total  cost  of  delivery  and  selling  to  all  the 
dealers  in  each  class  except  for  soliciting,  advertising,  credit  costs, 
and  part  of  the  special  delivery  cost.  All  other  costs  not  men- 
tioned here  are  handled  in  a  different  manner  and  described  else- 
where. 

Divide  the  amounts  in  column  15  by  the  total  gallons  sold  in 
each  class,  from  column  3  and  place  the  results  in  column  16. 
This  will  be  the  per  gallon  cost  of  the  expenses  considered  here 
by  gallonage  classes. 

The  work  which  has  been  outlined  so  far  has  been  necessary  in 
order  to  get  a  different  distribution  of  certain  expenses  and  costs 
from  that  usually  obtained  and  to  obtain  unit  costs  on  the  basis  of 
units  which  are  not  ordinarily  employed  for  that  purpose.  It  was 
necessary  to  obtain  this  distribution  because  our  purpose  is  to 
obtain  certain  costs  which  up  until  the  present,  at  least,  have  been 
obtained  only  by  an  extremely  small  number  of  manufacturers. 
.  On  page  11  it  was  stated:  "It  is  recommended  the  dealer  charge 
for  optional  services  as  outlined  and  include  in  his  price  structure 
a  quantity  discount  plan  based  on  the  cost  of  serving  different 
classes  of  dealers."  The  procedure  outlined  from  pages  11  to  20, 
inclusive,  is  the  procedure  necessary  to  obtain  these  costs  of  serv- 
ing different  classes  of  customers.  Variations  of  this  procedure 
and  in  fact,  entirely  different  methods  might  be  used  to  obtain  these 
costs.  It  is  believed,  however,  that  the  plan  just  outlined,  if  fol- 
lowed without  variations,  will  give  costs  that  are  accurate  and  give 
them  as  cheaply  as  is  possible  to  obtain  them. 
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Preparing  a  Quantity  Discount  Schedule 
from  Costs 

From  this  point  on,  a  number  of  the  more  conventional  units  of 
costs  and  expenses  will  be  dealt  with,  namely  product  and/or  ma- 
terials, manufacturing  expenses,  administrative  expenses  and  sell- 
ing expenses  not  already  dealt  with  here. 

It  is  manifestly  impossible  to  define  or  explain  many  of  these 
terms  here  because  of  the  space  which  would  be  required.  When, 
therefore,  any  term  is  used  in  this  discussion  and  not  explained  or 
defined  here,  the  reader  is  referred  to  the  Association  Accounting 
System  for  Ice  Cream  Manufacturers  issued  by  the  International 
Association  of  Ice  Cream  Manufacturers. 

The  purpose  of  the  next  form,  No.  3,  which  is  illustrated  and 
explained,  is  to  bring  together  those  costs  and  expenses  (which 
have  been  distributed  in  a  manner  different  from  that  ordinarily 
employed)  with  the  remaining  costs  and  expenses  which  have  been 
collected  in  the  conventional  manner.  The  form  also  allows  these 
costs  and  expenses  to  be  used  in  establishing  a  new  price  structure. 

In  column  1  of  Form  3  place  the  same  gallonage  groups  that  are 
in  column  1  of  Form  2. 

In  column  2  of  Form  3  place  the  delivery  and  selling  cost  per 
gallon  (by  gallonage  groups)  from  column  16,  Form  2. 

In  column  3  of  Form  3  place  the  amount  of  the  other  expenses 
per  gallon.  In  general,  they  are  manufacturing  expense,  adminis- 
trative expense,  and  selling  expenses  not  used  in  column  2  or  in 
the  section  of  the  report  dealing  with  credits. 

In  column  4  of  Form  3  place  the  per  gallon  cost  of  materials 
and/or  products.  See  the  Association  Accounting  System  for  an 
explanation.  This  should  account  for  all  of  the  costs  and  expenses 
incident  to  the  manufacture  or  distribution  of  your  product,  except 
cabinet  depreciation  and  the  cost  of  extending  credit.  Should  any 
one  carry  the  work  described  here  to  this  point  and  still  have  some 
costs  or  expenses  not  distributed,  he  has  not  correctly  interpreted 
the  meaning  of  some  of  the  terms  used  and  should  refer  again  to 
the  definitions  and  explanations  of  the  terms  used  in  this  booklet. 
Any  terms  used  but  not  explained  in  this  booklet  are  defined  in  the 
Association  Accounting  System.  These  accounting  manuals  also 
define  and  discuss  many  other  terms  about  which  some  confusion 
might  occur  in  the  preparation  of  the  material  described  here.  For 
example,  interest  on  investment  and  cash  discounts  (on  sales  and 
purchases). 
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Add  the  amounts  (for  gallonage  groups)  in  columns  2,  3  and  4. 
Place  the  totals  in  column  5. 

Profits  by  Classes 

In  column  6,  place  the  profit  per  gallon  expected  from  the 
dealers  in  each  gallonage  group.  Until  column  6  is  reached  only 
costs  have  been  considered.  In  the  remaining  columns  on  Form  3, 
not  only  costs  but  also  the  net  profit  which  is  expected  to  be  made 
are  dealt  with.  Therefore,  the  utmost  care  should  be  exercised  in 
the  compilation  of  column  6.  Either  one  profit  per  gallon  for  all 
dealers  or  many  varying  profits  may  be  entered  here.  The  de- 
termination of  this  profit  should  be  the  subject  of  most  careful 
study  and  the  exercise  of  sound  judgment. 

It  is  not  the  purpose  of  this  booklet  to  tell  how  much  profit 
should  be  obtained  or  whether  each  dealer  should  be  taxed  the 
same  profit  per  gallon.  Rather,  the  purpose  is  to  give  the  manu- 
facturer sufficient  information  that  he  may  decide  how  much  profit 
should  be  obtained  and  then  actually  see  that  it  is  obtained. 

Average  Selling  Price  by  Groups 

The  amounts  in  columns  5  and  6,  Form  3,  should  be  added  and 
the  resulting  total  (by  gallonage  groups)  placed  in  column  7.  The 
amounts  in  column  7  are  not  the  amounts  which  will  be  charged  the 
various  gallonage  groups  for  the  ice  cream  they  buy  unless  it  is 
expected  that  all  ice  cream  will  be  sold  for  the  same  price  to  every 
one  in  the  same  gallonage  group. 

Price  Differential  of  Products 

Most  manufacturers  obtain  different  prices  for  bulk  ice  cream, 
packaged  ice  cream,  and  specialties.  In  some  parts  of  the  country, 
manufacturers  also  obtain  a  different  price  for  vanilla  and  other 
flavored  ice  cream;  in  still  other  localities  there  are  even  more 
variations  in  price.  For  the  purpose  of  converting  an  average 
price  to  the  prices  for  each  product,  it  is  necessary  to  separate  the 
product  only  into  as  many  classes  as  there  are  different  prices. 
For  example,  if  the  price  of  bulk  fruit  ice  cream  and  vanilla  pack- 
ages is  the  same,  only  one  class  would  be  necessary  for  the  two 
products. 

For  the  illustration  considered  here,  we  have  assumed  that  only 
three  prices  are  desired  for  each  gallonage  group,  namely,  one  for 
bulk,  one  for  package,  and  one  for  specialties. 

Obtaining  Price  Differential  from  Average  Price 

It  is  now  necessary  to  know  just  how  much  of  each  product  is 
contained  in  the  total  quantity  of  production  or  sales  that  govern 
the  actual  price.  We  will  assume  that  the  plant  production  in 
gallons  is  made  up  of  80%  bulk,  15%  package,  and  5%  specialties 
or  novelties   (considering  4  dozen  specialties  or  novelties  to  the 
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gallon).  Assume  $1.50  per  gallon  the  average  price  which  it  has 
been  decided  to  obtain  (in  column  7,  Form  3)  for  the  first  or 
smallest  gallonage  group. 

Then  for  each  100  gallons  of  production  we  have  80  gallons  of 
bulk,  15  gallons  of  packages,  and  5  gallons  of  specialties.  For 
these  products  it  is  expected  to  receive  $150.00.  From  this  we 
obtain  the  equation : 

80  gal.  bulk  plus  15  gal.  packages  plus  5  gal.  specialties 
equal  $150.00 

Application  of  the  Formula 

The  specialties  or  novelties  ordinarily  form  only  a  very  small 
part  of  the  business  and  the  price  range  is  almost  universally  from 
forty  to  forty-five  cents  a  dozen.  The  price  in  this  case  will  be 
assumed  to  be  40  cents  or  $1.60  per  gallon  on  the  basis  of  four 
dozen  to  the  gallon.  It  does  not  seem  advisable  that  a  quantity 
discount  be  put  into  effect  for  specialties  or  novelties ;  therefore, 
the  price  of  $1.60  per  gallon  will  be  continued  in  effect  throughout 
the  range  of  gallonage  groups.  This  amount  may  now  be  inserted 
under  the  column  heading  "Specialties,"  column  10,  Form  3.  It 
should  be  understood  that  the  amounts  used  here  are  given  simply 
to  illustrate  the  principle  involved  and  should  in  no  case  be  ac- 
cepted as  applicable  to  any  particular  business.  In  every  case  the 
manufacturer  should  use  his  own  figures  applied  to  the  formulae 
given  here.  Neither  is  it  essential  to  the  success  of  this  plan  that 
each  specialty  be  sold  at  the  same  price. 

Five  gallons  of  specialties  at  $1.60  a  gallon  amount  to  $8.00. 
Subtracting  this  from  the  $150.00,  the  following  equation  is  ob- 
tained:   80  gal   bulk  plus  1S  gal   package  equals  $142.00 

The  price  differential  between  bulk  and  package  ice  cream  must 
be  decided  upon.  It  will  be  assumed  that  it  is  agreed  to  sell  pack- 
age ice  cream  for  thirty  cents  a  gallon  more  than  bulk  ice  cream. 
The  difference  in  the  base  price  between  bulk  and  package  ice 
cream  should  be  determined  from  the  difference  in  cost  of  manu- 
facture and  delivery  of  the  two  products.  Letting  X  represent  the 
price  of  bulk  ice  cream,  then  X  plus  $0.30  would  equal  the  selling 
price  of  package  ice  cream.  Applying  these  amounts  to  the  fore- 
going equation  gives : 

80  X  +  15    (X  +  $0.30)    =  $142.00  or 

80  X  +  15     X  +  $4.50     =     142.00  or 

80  X  +  15     X  +  $142.00  —     $4.50  or 

95     X  =             $137.50 

X  =              $1.4473  or 
Bulk  Ice  Cream  Price  =  $1.45  per  gallon 

Package  Ice  Cream  —     1.75     "        " 

The  Base  Price 

In  column  8,  Form  3,  insert  $1.45 ;  this  being  the  base  price  for 
bulk  ice  cream.    The  base  price  for  package  ice  cream  is  $1.75  (or 
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30  cents  more  than  bulk)  and  this  amount  should  be  put  in  column 
9,  Form  3. 

Thus  is  obtained  the  base  price  upon  which  the  discount  schedule 
"will  be  built.  It  is  simply  the  price  which  must  be  obtained  from 
the  smallest  gallonage  group  to  insure  a  profit  from  the  sales  to 
that  group.  In  the  case  of  the  example  given,  we  have  the  assumed 
prices  to  be  charged  for  ice  cream  to  those  customers  buying  300 
gallons  or  less  a  year  as  follows : 

Chart  1 

Bulk  Ice  Cream    $1 .  45 

Packaged  Ice  Cream   1 .  75 

Specialties ■   1 .  60 

It  may  be  felt  that  when  specialties  sell  for  $1.60  a  gallon  that 
packaged  ice  cream  should  at  least  sell  for  no  more.  This  would 
be  true  except  that  specialties  are  regarded  as  simply  that  much 
more  merchandise  that  may  be  sold  where  a  stop  is  already  made. 
The  large  proportion  of  sales  will  be  made  in  the  bulk  and  package 
classes  and  it  is  for  rewarding  increased  sales  in  these  classes  that 
discounts  are  given.  Because  of  this,  the  price  of  $1.60  is  carried 
throughout  the  range  of  gallonage  groups  for  specialties.  Again 
it  is  pointed  out  that  the  two  prices,  bulk  $1.45  and  package  $1.75. 
should  not  be  used  by  any  manufacturer  unless  he  should  happen 
to  obtain  them  through  use  of  the  procedure  outlined  here.  It  is 
felt  that  this  would  only  happen  in  very  few,  if  any,  cases. 

Two  Methods  of  Figuring    Group  Selling  Prices 

In  column  7,  Form  3,  opposite  each  gallonage  group  is  an  amount 
which  represents  the  average  selling  price  which  it  is  desired  to 
obtain  for  that  group.  Applying  the  formula  just  illustrated,  in 
which  x  equals  the  price  of  bulk  ice  cream : 

80X  +  15  (X  +  $0.30)  =  Average  Selling  Price 

for  the  Gallonage  Group,  minus  5  times  $1.60   (or 

$8.00,  the  price  of  specialties ; 

the  selling  price  for  bulk  ice  cream  and  for  package  ice  cream  may 
be  obtained  in  that  group.  It  is  true  that  subtracting  the  difference 
in  average  selling  prices  of  the  groups  from  the  prices  already 
obtained  for  bulk  ice  cream  and  for  package  ice  cream  will  give 
almost  the  same  results  as  are  obtained  from  applying  the  formula 
in  each  case.  A  greater  degree  of  accuracy  is  obtained  from  using 
the  formula  and  it  requires  only  a  relatively  small  amount  of  time 
to  figure  the  results  using  the  formula  for  each  gallonage  group. 
Therefore,  this  method  (using  formula  throughout)  is  recom- 
mended. 

Illustrating  the  Different  Results 

To  illustrate  just  what  the-  differences  are  in  each  case,  the  table 
(Chart  2)  has  been  set  up  to  show  comparatively  the  results  ob- 
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tained  from  each  method  of  computing  the  selling  prices  for  eleven 
different  assumed  average  selling  prices.  Attention  is  again  called 
to  the  fact  that  these  prices  should  never  be  accepted  by  any  manu- 
facturer as  applicable  to  his  particular  business ;  they  are  instead 
used  only  to  illustrate  a  principle : 

In  column  1  of  Chart  2  have  been  placed  eleven  different  aver- 
age selling  prices,  which  it  was  assumed  were  obtained  in  column 
7,  Form  3. 

Columns  3,  5  and  6,  Chart  2,  contain  the  selling  prices  which 
will  be  obtained  for  bulk  ice  cream,  package  ice  cream  and  spe- 
cialties (from  columns  8,  9  and  10,  Form  3)  when  figured  by  the 
formula  given.  Columns  2  and  4,  Chart  2,  contain  the  average 
selling  prices  for  bulk  and  package  ice  cream  obtained  by  sub- 
tracting the  difference  in  the  average  selling  prices  of  the  gallonage 
group  from  the  average  base  prices,  $1.50,  column  7,  Form  3,  and 
column  1,  Chart  2. 

Column  7,  Chart  2,  contains  the  amounts  by  gallonage  groups 
which  would  be  obtained  from  selling  one  hundred  gallons  of  ice 
cream  at  the  prices  found  in  columns  3,  5  and  6 — or  the  amounts 
obtained  by  using  the  formula. 

Column  8,  Chart  2,  contains  the  amounts,  by  gallonage  groups, 
which  would  be  obtained  from  selling  one  hundred  gallons  of  ice 
cream  at  the  prices  found  in  columns  2,  4  and  6 — or  the  amounts 
obtained  by  subtracting  the  difference  between  the  average  group 
selling  price  and  the  average  base  price  ($1.50)  from  the  base 
price  for  bulk  ice  cream  and  for  package  ice  cream. 

Column  9  contains  the  amount  which  would  be  obtained  if  100 
gallons  of  ice  cream  were  all  sold  at  the  average  base  price.  This 
is  the  amount,  of  course,  which  is  theoretically  expected  will  be 
received. 

Variations  in  Two  Methods 

It  should  be  noticed  that  the  amounts  in  column  7  vary  from 
the  theoretically  correct  amounts  in  column  9  from  10  to  45  cents, 
on  one  hundred  gallons.  The  amounts  in  column  8,  except  for 
lines  1  and  2,  vary  from  sixty-five  cents  to  one  and  one-half  dollars 
on  one  hundred  gallons.  The  difference  in  the  amounts  received 
may  seem  small  on  one  gallon  but  on  100,000  gallons  it  might 
amount  to  more  than  one  thousand  dollars. 
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Combining  Quantity  Discount  and 
Cabinet  Rental 

It  is  felt  that  a  separate  cabinet  rental  charge  is  more  sound 
theoretically  than  to  combine  the  rental  charge  with  the  selling- 
price  of  the  ice  cream.  In  most  cases  it  is  also  felt  that  dealer 
resistance  to  it  can  be  overcome  by  comparatively  little  effort,  if  a 
logical  plan  of  dealer  education  is  followed.  In  some  territories 
there  is  a  feeling  that  it  would  be  impossible  to  successfully  operate 
a  plan  of  cabinet  rental  charges.  When  this  is  so,  it  is  possible  to 
combine  the  two  plans,  making  the  cabinet  rental  charge  a  part  of 
the  selling  price. 

If  it  is  decided  that  the  cabinet  rental  charge  must  be  combined 
with  a  quantity  discount  selling  price  the  first  thing  to  be  deter- 
mined is  the  amount  to  be  added  to  the  selling  price  to  care  for 
the  cabinet  rental  charge.  The  plans  already  outlined  heretofore 
for  determining  the  amount  of  the  cabinet  rental  charge  and  also 
the  amounts  of  discount  should  be  followed.  The  various  opera- 
tions should  be  completed  just  as  if  the  other  two  plans  were  to 
be  followed. 

Disadvantages 

At  the  bottom  of  page  4  is  described  the  method  by  which  the 
per  gallon  charge  for  cabinet  rentals  may  be  obtained.  Beginning 
on  page  10  is  a  description  of  how  to  classify  dealers  as  to  gal- 
lonage.  From  this  classification  may  be  set  up  a  cabinet  rental 
schedule  for  each  dealer  based  on  his  present  cabinet  requirements. 
Because  each  dealer  in  one  class  does  not  always  have  a  cabinet 
of  the  same  size  as  does  every  other  dealer  in  that  class,  it  is  im- 
possible to  make  one  price  schedule  by  gallonage  giving  the  price 
to  each  class  of  the  dealers  when  the  combined  quantity  discount 
and  cabinet  rental  plan  is  used.  One  price  schedule  could  be  used 
if  the  ice  cream  manufacturer  required  every  dealer  in  the  same 
class  to  have  the  same  kind  and  size  of  cabinet.  It  is  considered 
likely  that  few,  if  any,  manufacturers  would  consider  such  a  plan 
practicable.  Further,  if  one  price  schedule  is  used  under  this  plan, 
it  will  be  a  great  deal  harder  to  keep  all  dealers  from  demanding 
(and  often  obtaining)  special  concessions.  From  the  standpoint 
of  preventing  demands  for  special  concessions  on  cabinets,  the 
monthly  or  weekly  rental  charge  is  deemed  the  most  satisfactory. 

Probably  the  most  satisfactory  method  of  preparing  quantity 
discount  price  schedules  which  include  the  cabinet  rental  charge 
is  to  prepare  three  prices  for  each  class  of  dealers.    One  price  then 
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should  include  a  rental  charge  (per  gallon)  for  a  cabinet  of  the 
size  the  ice  cream  manufacturers  deem  proper  for  the  particular 
dealer  class.  A  lower  price  would  be  for  a  cabinet  of  the  next 
smaller  size  and  a  higher  price  would  be  for  a  cabinet  of  the  next 
larger  size.  Each  price  then  would  be  used  upon  both  the  amount 
of  ice  cream  sold  and  the  size  of  the  cabinet  furnished. 

How  to  Prepare  the  Combined  Price  Schedule 

As  is  indicated  by  the  name  "combined  price  schedule,"  it  is  a 
combination  of  the  quantity  discount  schedule  and  the  cabinet 
rental  charge  (on  a  per  gallon  basis).  In  order  to  illustrate  the 
procedure  in  establishing  a  combined  price  schedule,  average  gal- 
lonage sold  in  each  price  class  will  be  assumed.  In  addition,  the 
annual  cabinet  rental  charge  must  be  assumed  and  also  amounts 
must  be  assumed  to  represent  the  quantity  discount  allowed  for 
each  class  of  dealers,  when  cabinets  rentals  are  not  included. 

Following  are  the  amounts  that  have  been  assumed  for  the 
purpose  of  illustration.  In  every  case  where  practicable,  round 
numbers  have  been  used.  This  was  done  for  two  reasons :  First, 
probably  there  are  no  two  plants  in  which  exactly  the  same 
amounts  would  be  equally  applicable.  Second,  it  will  make  the 
illustration  simpler  and  easier  to  follow. 

Chart  3 
Gallonage  Assumed  to  Be  Sold  in  Various  Gallonage  Groups 

Group  Assumed  Sales 

1  to       300   200 

301     "        750 600 

751    "1.000 900 

1.001    "1,250  1,200 

1.251    "1,500  1,300 

1,501    "1,750 1,600 

1,751    "2.000 1,900 

2,001    "2,500   2,300 

2,501    "3,000  2,700 

3.001    "5.000  4,000 

5,001    "7,000  6,000 

7,001  and  over  8,000 

Chart  4 
Assume  the  Annual   Cabinet  Rental  Charges  to  Be  as  Follows  : 


Cabinet  Size 

Assumed 
Rental  Annually 

1  Hole   

$-'0.00 

2  Hole 

->4.00 

4  Hole    

32.00 

6  Hole   

36.00 

8  Hole   

40.00 

10  Hole   

45.00 

f2  Hole    

50.00 
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From  the  two  foregoing  sets  of  assumed  figures  it  is  possible 
to  determine  the  cabinet  rental  per  gallon  for  the  various  classes 
of  customers.  This  is  done  by  dividing  the  annual  cabinet  rental 
charge  by  the  average  number  of  gallons  sold  in  each  dealer  classi- 
fication. 

Chart  5 

Assumed  Schedule  of  Per  Gallon  Rental  Charges 


Average  Annual  Sales 
Per  Store 


200     

600     

900     

1 ,200     

1.300     

1  .  ()!)()       

1.900     

•2.300     

2.700     

4.000      

6.000     

S.000     

Annual    Rental 
Charge    


Per  Gallon  Cabinet  Rental  for  a  Cabinet  of: 


1  Hole      2  Holes     i  Holes     0  Holes     S  Holes    10  Holts   12  Holes 


in 


$20.00    $24.00    $32.00    $36.00    $40.00    $45.00    $50.00 


Amounts  computed  only  to  nearest  half  cent. 

One  Per  Gallon  Charge  for  More  Than  One  Cabinet 

In  the  case  of  the  larger  dealers  where  two  or  more  cabinets 
are  used  the  annual  rental  charge  for  all  cabinets  should  be  added 
together  and  the  total  divided  by  the  annual  gallonage.  Thus,  in 
the  case  of  an  eight  thousand  gallon  dealer  who  has  two  twelves 
and  a  ten.  the  charge  would  be  computed  as  follows : 

2— 12-hole  cabinets  @  $50.00  per  year  each   $100.00 

1—10    "  "         "     45.00    "        "       45.00 

Total  for  Year   $145.00 

To  get  charge  per  gallon  divide  by  annual  gallonage  or  8,000 : 
8.000  |  $145.00  |  $0,018  per  gallon 


In  order  to  complete  the  combined  quantity  discount  schedule 
the  quantity  discount  for  each  class  of  customers  must  be  com- 
puted C without  reference  to  cabinet  rental)  as  described  prior  to 
page  29.    It  will  be  assumed  to  be : 
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Chart  6 
Assumed  Discounts  from  Base  Price 


Quantity 
Annual  Sales  Per  Store  Discount  Only 

1  to       300  Gallons 

301  •'       750  Gallons  04 

751  "    1,000  Gallons  OS 

1,001  "    1,250  Gallons 12 

1,251  "    1,500  Gallons  16 

1,501  "    1,750  Gallons  20 

1,751  "    2,000  Gallons  21 

2.001  "    2,500  Gallons  22 

2,501  "    3,000  Gallons  23 

3,001  "   5,000  Gallons  24 

5.001  "   7,000  Gallons 25 

7,001  and   over    26 

The  quantities  and  amounts  used  in  this  schedule  are  for  the 
purpose  of  illustration  only.  They  should  never  be  adopted  by 
any  manufacturer  as  representative  of  either  proper  charges  for 
cabinet  rental  or  proper  amounts  to  allow  as  quantity  discounts. 

Combining   Cabinet  Rental  and  Quantity  Discount 

In  Chart  5  the  amounts  represent  a  charge  which  should  be 
added  to  the  base  price  (as  computed  on  Chart  2,  page  27)  in 
order  that  the  ice  cream  manufacturer  may  be  reimbursed  for  the 
cost  of  furnishing  (not  servicing)  a  cabinet  to  the  dealer.  The 
amounts  in  Chart  6  are  deductions  from  the  base  price  and  repre- 
sent the  difference  in  the  cost  of  serving  different  classes  of  dealers. 
In  order  to  obtain  the  combined  quantity  discount  schedule  these 
additions  and  deductions  must  be  brought  together  and  only  the 
net  (of  the  two)  additions  or  deductions  considered.  Remember- 
ing that  the  amounts  in  Chart  5  are  additions  and  those  in  Chart  6 
are  deductions,  it  is  seen  that  in  a  combined  schedule  both  additions 
and  deductions  will  be  present.  They  are  brought  together  in 
Chart  7.  The  plus  signs  indicate  the  amount  must  be  added  to 
the  base  price  (in  which  no  account  is  taken  of  cabinet  rentals) 
and  the  minus  signs  indicate  the  amounts  must  be  deducted  from 
the  base  price. 

There  is  one  obvious  disadvantage  to  a  discount  schedule  such 
as  is  given  in  Chart  7.  That  is  there  are  both  additions  and  deduc- 
tions in  it.  The  effect,  especially  the  psychological  effect,  will  be 
far  better  on  the  dealer  if  only  discounts  are  given.  A  schedule 
showing  only  discounts  may  easily  be  set  up  by  increasing  the  base 
price.  The  assumed  base  price  of  $1.45,  which  is  computed  on 
page  25,  does  not  include  cabinet  service.  Rather,  it  is  an  assumed 
price  which  will  insure  a  profit  on  ice  cream  sold  to  average  sized 
dealers  in  the  smallest  gallonage  group,  who  own  their  own 
cabinets. 
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Chart  7 

Assumed  Discounts  from  or  Additions  to  the  Base  Price  ($1.45) 

(in  which  base  price  no  account  was  taken  of  cabinet  rentals) 


Class  of  Dealer 

Kind  of  Cabinet  Used  by  Dealer 

1  Hole  !  2  Hole    4  Hole 

6  Hole 

S  Hole  ■ 

lOHcle 

12  Hole 

1  to       300  Gallons 
301     "        750  Gallons 

_|_.1()     _l_    19 

+  .16 
+  .01 

-L.02 

751     "    1  000  Gallons 

—  .04    —.04 

—  .03 

—  .08% 

—  .13  ~ 

—  .17i/o 

—  .19 

1  001     "    1,250  Gallons 

—  .09 

—  .09 

—  .13 

—  .18 

—  .08 
-.12% 

—  .17 
-.18% 

1  -751     "    1,500  Gallons 

1  501     "    1,750  Gallons 

—  .16 

1  751     "    2  000  Gallons 

—  .18 

9  001     "    2,500  Gallons 

—  .20 

2  501     "    3,000  Gallons 

—  .21 

3  001     "    5,000  Gallons 

-•22% 

—  .24 

5  001     "    7,000  Gallons 

7  001  and  over  

-.25% 

Changing  the  Base  Price 

Referring  to  Charts  5  and  7,  it  is  seen  that  16  cents  per  gallon 
is  the  largest  amount  which  must  be  added  to  the  base  price  of 
$1.45  for  cabinet  rental  charges.  If  the  base  price  is  increased  by 
this  amount,  it  is  readily  seen  that  the  amounts  shown  in  Chart  7 
will  all  have  to  be  minus  amounts  in  order  to  obtain  the  same  net 
amount  to  be  charged  per  gallon.  One  dollar  and  forty-five  cents 
is  the  base  price  for  ice  cream  only  (Chart  2,  page  27)  ;  adding 
16  cents  to  it  gives  $1.61  as  the  base  price  for  ice  cream  and 
cabinets. 

In  order  to  obtain  a  quantity  discount  schedule  which  will  show 
only  deductions  and  no  additions  to  the  base  price  and  yet  give 
the  same  net  charges  as  shown  in  Chart  7,  the  base  price  of  $1.61 
described  in  the  preceding  paragraph  will  be  used  and  all  deduc- 
tions in  Chart  7  will  be  increased  by  sixteen  cents.  The  additions 
will  be  decreased  by  sixteen  cents.  See  Chart  8  following  for 
these  amounts. 


Amounts  Used  Are  for  Illustration  Only 

Again,  ice  cream  manufacturers  are  warned  not  to  accept  the 
amounts  shown  here  as  applicable  to  their  businesses.  The 
amounts  were  only  used  to  illustrate  a  principle  and  should  never 
be  used  by  any  ice  cream  manufacturer  because  it  is  entirely  proba- 
ble that  there  is  no  ice  cream  plant  in  which  they  would  prove  to 
be  accurate.  In  Charts  5,  7,  and  8  fractions  of  one  cent  are  used. 
In  a  great  many  cases  in  practical  operation,  this  will  not  be  desira- 
ble but  since  the  problem  assumed  here,  for  illustration,  worked 
out  on  that  basis,  fractions  were  used  in  order  that  the  illustration 
might  be  more  quickly  and  readily  followed. 

[33] 


Chart  8 

Assumed  Discounts  from  the  Base  Price  ($1.61) 

(Cabinet  Rentals — Per  Gallon — Are  Included) 


Class  of  Dealer 

Kind  of  Cabinet  Used  by  Dealer 

1  Hole  ,  2  Hole 

4  Hole    6  Hole 

SHole 

lOHcle 

12  Hole 

1  to       300  Gallons 
301     "        750  Gallons 
751     "    1,000  Gallons 
1,001     "    1,250  Gallons 
1,251     "    1,500  Gallons 
1.501     "    1,750  Gallons 
1.751     "    2,000  Gallons 
2,001     "    2,500  Gallons 
2,501     "    3,000  Gallons 
3,001     "    5,000  Gallons 
5,001     "    7,000  Gallons 
7,001  and  over 

.0( 

.04 

00 
15 
20 
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.14 
.20 
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.29 

.33y, 
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24 

2sy2 

33 
34% 

32 
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37 

38% 
40 
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Analyzing  the  Principles  Involved 

Because  of  the  many  complications  which  are  encountered  in 
combining  the  per  gallon  rental  charge  and  the  quantity  discount 
schedule,  no  formula  was  given  for  obtaining  the  combined 
schedule.  Now  that  the  various  principles  encountered  have  been 
dealt  with,  it  is  possible  to  establish  a  formula  for  the  ice  cream 
manufacturer  to  use  in  computing  his  particular  schedule. 

It  is  seen  from  Chart  5  that  $0.05  is  the  cabinet  rental  charge 
for  a  4-hole  cabinet  in  the  second  gallonage  group.  From  Chart  6 
it  is  seen  that  $0.04  is  the  quantity  discount  for  the  second  gal- 
lonage group  when  cabinets  are  not  considered : 

Amount  added  to  base  price   $0. 16 

Quantity  Discount   (Cabinets  ignored) 04 

$0.20 
4-Hole  cabinet  rental  charge,  Group  2 05 

Discount  allowed  a  Group  2  dealer  using  a 
4-hole  cabinet $0. 15 

For  a  6-Hole  Cabinet 

Amount  added  to  base  price  plus  quantity  discount   $0.20 

6-Hole  cabinet  rental  charge,  Group  2 06 

$0.14 

The  Formula 

Thus,  it  is  seen  that  the  formula  for  obtaining  the  discount  used 
in  a  discount  schedule  which  includes  cabinet  rental  charges  is : 

To  the  original  per  gallon  cabinet  rental  charge,  which  was  arbi- 
trarily   added    to    the    original    base    price    of    ice    cream,    add   the 
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quantity  discount  for  that  gallonage  group,  deduct  the  per  gallon 
cabinet  rental  charge  (for  cabinet  used  and  gallonage  group  con- 
cerned). The  result  will  be  the  discount  for  the  gallonage  group 
and  cabinet  in  question. 

Dealer  Owned  Cabinets 

All  calculations  in  this  discussion  are  based  on  the  dealer  pay- 
ing a  rental  (either  per  year  or  per  gallon)  for  cabinets  owned  by 
the  manufacturer.  When  the  dealer  owns  his  own  cabinet  such 
a  rental  will  not  be  assessed  and  it  will  not  therefore  he  necessary 
to  grant  a  discount  to  dealers  owning  their  own  cabinets. 

Variations  from  This  Method 

Quite  a  number  of  variations  from  this  method  are  possible. 
In  almost  every  case  when  some  variation  is  contemplated,  how- 
ever, difficulties  are  encountered.  Because  of  this,  it  has  been 
decided  not  to  review  these  variations  in  detail.  If  there  is  some 
basic  reason  why  some  variation  of  this  method  should  be  used  it 
is  recommended  that  the  Accounting  Bureau  of  the  International 
Association  of  Ice  Cream  Manufacturers  be  interviewed.  This 
Bureau  will  be  glad  to  discuss  in  detail  any  other  plan  suggested. 
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onciusion 

Most  manufacturers  serve  a  certain  number  of  unprofitable 
dealers.  They  are  unprofitable  because  their  volume  is  not  large 
enough  in  proportion  to  the  service  they  receive.  "When  the  ice 
cream  manufacturer  decides  to  put  each  customer  on  a  profit  pay- 
ing basis  it  is  often  necessary  to  raise  the  selling  price  to  many 
small  dealers. 

A  profitable  selling  price  to  such  dealers  ma}-  be  so  high  their 
business  will  be  lost  when  a  quantity  discount  schedule  is  put  into 
effect.  If  this  is  so,  it  would  seem  that  the  establishment  of  a 
quantity  discount  schedule  may  be  followed  by  some  falling  off  in 
total  income. 

When  the  dropping  of  dealers  is  considered,  it  should  always 
be  borne  in  mind  that  dropping  volume  may  mean  the  loss  of  some 
total  profit.  Therefore,  in  deciding  on  what  customers  should  be 
dropped  or  should  pay  a  higher  price  for  ice  cream  care  and  judg- 
ment must  be  used  so  that  a  serious  loss  in  net  profits  will  not  be 
incurred. 

Many  manufacturers,  although  getting  a  fair  or  good  price  (in 
total  or  as  an  average)  for  their  product,  are  making,  at  the  most, 
not  more  than  a  fair  profit  and  in  many  cases  only  a  meager  profit 
or  even  sustaining  a  loss.  To  such  a  manufacturer  the  reduction 
of  total  income  must  be  offset  by  a  reduction  in  expenses  or 
operating  costs  in  order  that  a  reasonable  profit  may  be  had. 

While  the  decision  that  costs  must  be  cut  may  be  made  quickly, 
the  completed  plan  for  its  accomplishment  cannot  successfully  be 
matured  except  by  a  great  deal  of  study  and  planning.  Individual 
costs  of  operation  should  be  studied  separately  and  in  detail  and  a 
record  made  of  what  reductions  are  possible. 

When  a  quantity  discount  schedule  is  put  into  effect  it  is  well 
known  that  the  large  and  therefore  the  most  desirable  dealers  will 
pay  less  for  their  ice  cream.  With  this  in  mind  very  few,  if  any, 
of  the  desirable  dealers  object  to  the  elimination  of  some  uneco- 
nomic practices.  In  most  instances,  too.  it  can  be  arranged  that 
the  dealer  may  receive  all  the  service  he  wishes  by  paying  for  it. 
In  many  cases  when  it  is  known  what  these  services  cost,  they  are 
not  wanted. 

In  deciding  on  what  reductions  may  be  made  in  expenses,  all 
expenses  and  not  just  uneconomic  practices  should  be  scrutinized. 
A  man  determined  to  find  possible  means  of  cutting  expenses  will 
do  so.  Too  often  pride,  rather  than  necessity,  has  been  the  gov- 
erning factor  in  purchasing  equipment.     There  are  many,  many 
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large,  cumbersome,  expensive  ice  cream  trucks  working  a  route 
that  could  just  as  well  be  covered  by  smaller,  swifter,  and  cheaper 
trucks. 

Many  other  possible  means  of  savings  could  be  mentioned  but  it 
is  an  individual  problem  and  therefore  one  that  should  not  be  dealt 
with  generally. 

In  preparing  estimates  on  what  economies  can  be  effected,  use 
facts  wherever  possible.  Some  costs  about  which  nothing  is  known 
will  be  encountered;  when  this  is  so,  estimates  must  be  made  on 
what  economies  can  be  effected.  In  such  cases,  sound  judgment 
must  be  exercised. 

When  the  plan  of  computing  customers  costs  outlined  is  fol- 
lowed, exact  information  will  be  had.  If  proper  care  is  used  in 
preparing  these  costs,  management  will  actually  know,  probably 
for  the  first  time,  just  what  the  selling  price  should  be  for  each 
customer. 

In  the  preparation  of  customer  costs  it  should  be  remembered 
that  accounting  records  are  for  the  purpose  of  impartially  record- 
ing facts  so  that  trends  may  be  indicated  that  in  turn  give  manage- 
ment the  information  needed  to  intelligently  direct  business. 
Accounting  records  are  not  for  the  purpose  of  showing  a  condi- 
tion one  would  like  to  have  nor  are  they  for  the  purpose  of  reflect- 
ing prejudices  or  dislikes.  Therefore,  care  must  be  used  that 
facts  are  impartially  recorded  in  every  instance. 

After  the  work  of  getting  customer  costs  is  completed,  changes 
in  price  should  be  made  only  in  the  base  price  unless  some  new 
development  in  the  distribution  system  changes  distribution  costs 
to  an  extent  which  makes  a  rearrangement  of  the  discount  schedule 
necessary. 

Do  not  set  up  a  schedule  which  it  is  expected  will  be  changed  in 
a  few  months  or  a  year.  Every  change  made  in  your  basic  price 
structure  (not  price  alone  but  price  structure)  after  the  original 
one  will  lessen  the  dealer's  confidence  in  your  ability  to  determine 
what  price  should  be  charged. 

The  Accounting  Bureau  Will  Help 

Some  ice  cream  manufacturers  may  feel  they  want  to  obtain 
customers  costs  by  classes  or  set  up  discount  schedules  as  de- 
scribed in  this  booklet  but  do  not  feel  that  they  want  their  own 
organization  to  do  this  work  in  its  entirety.  For  such  manufac- 
turers the  Accounting  Bureau  of  the  International  Association  of 
Ice  Cream  Manufacturers  will  render  such  help  as  its  other  en- 
gagements will  permit  at  the  regular  daily  rates  for  installation 
of  the  Association  Accounting  System. 
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